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PROCEEDINGS

CHAIRMAN BAILEY: Good morning, Ladies and
Gentlemen. Will you find your seats please? The
ninety-second meeting of the National Petroleum Council will
Please come to order.

Ladies and gentlemen, you have in front of you a
copy of this morning's agenda and, as usual, we have a very
good turnout. I suggest that we dispense with the calling of
the role and, if there's no objection, the check-in out in
the Executive Chamber One will serve as the official
attendance record of this meeting. If you didn't check-in
out there please do so, if you will, before you leave.

Now, I would like to introduce the persons seated
at the head table. On my far left is Ed Cox, Vice Chairman
of the Coﬁncil. on my far right is Marshall Nichols, the
Executive Director of the Council. Next to Marshall is the
Honorable William F. Martin, Deputy Secretary of Energy.

We are pleased that Secretary Martin has joined
with us this morning. Secretary Herrington is delayed
because of some other business; some of which you might know
about. But, he will be here a little later on and we'll be
hearing about him -~ from him.

As you know, Secretary Martin, the Council has
under consideration the final report of the Committee on U.S.

0il and Gas Outlook. Unfortunately, Jim Ketelsen who chaired
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4
the Committee is unable to present the report this morning.
Mrs. Ketelsen passed away just a few days ago and I know that
all of you join with the group in extending to Jim our
condolences.

Mr. Chuck Shultz, of Tenneco,lwill present the
report in Jim's behalf. Let me say that I think Jim has done
an outstanding job getting this report out in almost record
time. Chuck Shultz served as chairman of the subcommittee,
and he and his group, too, have done an outstanding job of
bringing it together. I would like to have his report,
please. Mr. Shultz?

MR, SHULTZ: Thank you, Mr, Chairman. Ladies and
gentleman, I am pleased to present for your approﬁal this
morning our Committee's proposal for a final report entitled

Factors Affecting U.S. 0il and Gas Outloock, and a draft

letter transmitting the report to the Secretary of Energy.
The draft report and the transmittal letter were sent to the
Council late last month for your review and an extra copy is
in froﬁt of you this morning.

By way of background, a little over a year ago,
Secretary Herrington requested the National Petroleum Council
to examine the factors affecting the nation's future supply
of, and demand for, oil and natural gas. The Secretary also

9

requested that the Yy examin:/;he factors that
&
precipitated the 97qﬂinergy cr'qis, their financial impact
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LEoL e it
recurrence O

Government's response, and the potential fo
such cr'gf% In addition, the Council was asked to advise on
how the vulnerability to future energy crises can be avoided
or mitigated. For your reference, the Secretary's request

endix A of the draft report.

‘At the time the Secretary reguested this study in

letter

the Fall of 1985, he expressed concern over a growing public
complacency with the nation's energy situvation. Shortly
thereafter, world events proved the Secretary's concerns to
be well placed. PFew, if any, in industry or government
foresaw the speed and depth of the o0il price collapse that
occurred in early 1986.

As this audience knows all too well, crude prices
fell sixty percent in the first six months of 1986. Even
though prices have rebounded somewhat in recent months, the
1986 price drop and the uncertainty it created have the
seeds for a dramatic reversal of the progress made over the
last decade in conservation and in domestic o¢il and gas
production.

With this as a background, the Committee held its
initial meeting less than a year ago. At that time, deep
concern was expressed that much of the exploration and
production development sector of the petroleum industry was

being dismantled by the rapid decline in the price of oil.




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

6

The Committee felt that, while the work was progressing on
this detailed and broad scoped final report that we have
before us today, it was imperative that an interim report
focu;ing on the severe drop in oil prices be developed on an
expedited basis. |

The Council issued an interim report last October,
addressing the near term impact of the price decline on the
U.S. oil and gas and related industries and, in turn, on the
economic and strategic security of the United States. Since
October, the Committeeubcommittee and the three task
groups have continued a vigorous schédule of meetings, work
sessions and drafting sessions to produce a draft of the
final report for the Council's consideration. This final
report, Factors Affecting U.S. 0il and Gas OQutlook, attempts

to develop a céggégLus among many constituencies --

independents, majors, pipelines, service companies and

others. All are represented on the Council. All have
contributed to this effort.

It has become evident in recent months that there
is a lack of awareness or appreciation on the part of the
general public and Cdngress of the long term threat to our
economy and national security posed.by Middle East bPEC's
ability to manipulate oil prices. Also, simply diversifying
our imports away from insecure sources does not isolate our

nation from energy crises and price shocks, as oil is a
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fungible, easily transportable and internationally traded
commodity. These problems must be widely perceived—before
actions or corrections can be taken. Hence, this report's
comprehensive review of historical factors and current supply
and demand data concerning both our industry and our nation.
In addition, the report is written to be applicable
to a downturn in the energy environment in general, not to
specific prices. At the time we last met, oil was fourteen
dollars a barrel. It is now seventeen dollars per barrel.
Our goal was to have a meaningful report at either price.
Certainly we need td'recognize that seventeen dollars per
barrell does not eliminate our long term concerns. The
gravity of the energy situation facing this country is
expressed in the report's executive summary. As it is very

brief and succinctly sta 's message, I would like

to read it at this times] M\oﬁda/b:
"Wit -;i ecipitous drop in oil prices, U.S.
petroleum exploration and develcopment budgets have
been slashed, drilling has fallen drastically,
major perscnnel layoffs have occurred in every
segment of the industry, reserves and production
are declining, and the productive capacity of the
industry is being seriously threatened. The
petroleum producing areas of the nation have been

devastated. These events have increased and
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8
continue to increase the nation's dependence on oil
imports and, thus, subject the United States to a
dangerous level of vulnerability.

"rwo characteristics of oil and gas distinguish
them from other commodities and give riée to
national security concerns. First and foremost,
the use of oil and natural gas is pervasive in the
U.S. economy, accounting for two thirds of the
nation's energy requirements. Second, there are no
ready substitutes for many petroleum products. The
economic impacts of future oil price shocks will

depe on_many factors. Nevertheless, as U.S.

ppendence rises over time, the economic
damage that would arise from an energy crisis
inevitably increases.

rThe concentration of cil reserves in the Middle
East increases the likelihood of volatile prices
and supply disruptions in the future. On a per
barrel basis, U.S. oil finding and lifting costs
are many times higher than in the Middle East.
This allows Middle East producers the flexibility
to adjust prices and production policies to meet
internal needs. OPEC's decisions concerning the
level of prodﬁction will directly influence world

price levels and simultaneously impact the economic
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B 9
wellbeiné of the nation and the major segm f
its industrial base. These factors create great
concern about future U.S. national security. Based
on geology and geophysical data, the United States
has substantial undiscovered oil aﬁd gas reserves.
However, these rescurces are relatively high cost
because they are located in either smaller fields
or in remote and hostile environments. The

discovery and development of t esources will

require significant investmert ire thre development
of new technology.

"The reductions in the level of exploration and
production activity brought on tinuation of
lower prices and reduced cash flow cannot be
quickly reversed. Reduced incentives, including
the price decline, have significantly decreased the
willingness and ability of external sources to
support the industry. The time lag required to
improve the industry's producfive capacity will
depend on both the depth and duration of these
conditions which impair the availability of
investment capital, manpower and equipment. This
increases U.S. energy vulnerability and places the

nation at greater risk.

»while the recent oil price decline has affected
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all segments of the industry, it has been

particularly onerous for the oil field service

e recent lncrease i
éZTnf /d7lh ﬁ

occurred in this field. Equipment is being

industry. Eighty percent of t

unemployment in the oil and gas

either through lack of maintenance,
cannibalization, or liquidation. Skilled and
professional personnel with years of training and

experience are unemployed or moving to other

industries. Any future increasg and for oil
field services will require the service and supply
industry to be rebuilt. There is no question that
depressed conditions in the petroleum industry will
affect the long term welfare of the nation. Until
the economics of oil and gas exploration improve
appreciably through increased prices, reduced taxes
or other incentives, U.S. exploration will remain
stagnant, dependence on imports will increase more
rapidly, and the nation's vulﬁerability to oil
price and supply shocks will rise to an excessively
dangerous level. All of this will seriously affect
the nation's security and economic stability.

Since the United States remains vulnerable to

future disruptions, Government should carefully

consider whether measures should be taken to alter
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11
these trends or otherwise reduce the nation's
energy vulnerability.

*The energy policy options fall intoc two broad
categories. One, those that have been considered
for some time as viable options fbr the longer term
benefit of energy supply and demand in the United
States. Two, those that have been recently

considered as possible o~ counteract the

significant effects of decline. In view

of the importan : ergy to the nation and the
complexity o et isstes every effort should be
made to formulate these and other options that
could conceivably satisfy the object improved
energy security through the development of oil, gas
and alternative fuels and through conservation.”
This ends the executive summary. The statements
made here are supported by the detailed anal qig' n the
report. The report presents a broad coﬁerage of many issues
and is divided into three parts. The summary, the main body
of chapters and the appendices. Let me quickly summarize the
contents of each part with regard to their coverage.
The summary section was written on the assumption
that many readers would not read the entire report. This
section thus comprehensively summarizes the main body of the

report. This section consists of the Executive Summary,
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_conclusions and options for consideration, and a report

summary.

The major conclusions from the study are presented
following the Executive Summary. These conclusions are U.S.
oil import dependence isrrising. Higher U.S. oil import
dependence increases vulnerability. The U.S. economy remains
vulnerable to oil price shocks. U.S. import dependence can
be lessened but at a cost. The domestic petroleum industry
faces obstacles, and U.S. Government energy policies can play
a significant role.

As you will recall from the final report outline
that was presented for your review at the last Council
meeting, the report presents variqus options, rather than a
specific set of Government policy recommendations. These are
initiatives that the Federal Government can undertake if it
chooses to act to slow or reverse the trends identified in
this report. Thirteen options are presented, both short and
long term, and pertaining to both suppl& and demand. The
report summary contains key data from the main body of the
report. Also, we have attempted to include graphs which
illustrate historical and future data trendé critical to
understanding the key factors that will affect our industry.
The total summary section is admittedly long, but as you
know, it is a complex message that we are trying to

communicate.
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The main body of the report is divided into three

sections. Section one,
criand U.S. polid

chapters. Chapter one is a general introduction and

cal perspective on energy

t consists of three

summary. It outlines analogies to the current situation and
warning signals from the past. Chapter two reviews actions

cri

and events in the oil and gas industry that led to the energy
J‘n the 1970's. Government policy responses to these

bo failures and successe

the energy cr

to GNP, inflation, unemployment, etcet

crises,

the effg
az__Iiein ludes a
brief look at the economic effects of the recent price
decline. |

Chapter four is the start of section two and

international factors tha ect the U.S. 0il and gas supply

summarizes the major economiii physical, institutional and
and demand outlook. In Chapter five, The Economic Factbrs,
we address the effects that oil prices have had on energy
supply and demand from a historical perspective, and through
the two surveys that were conducted for this study. These
two surveys, the NPC 0il and Gas Outlook Survey which

reflects the responses of about thirty companies or

institutions on worldwide supply and demand outlook.

second survey, The Independent Petroleum Associat]

of Professional Earth Scientists' Drilling Outlook Survey
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which was sent out and represents the views of over a
thousand participants in U.S. oil and gas drilling activity.
Both surveys were presented in an abbreviated form in the
interim report.

Chapter six, Physical Factors, analyzes the effects
of the principal resource factors on the U.S. oil and gas
supply and demand outlook and stresses the relationship of
oil prices to these factors. The factors discussed include
the size, location and maturity © he U.S. o0il and gas

.
resource base and reserve eéitiensl/ The level of technology

available to explore for, develop, produce, refine and

consume oil and gas and certain alternative fuels. Last, the
condition of the oil field service and supply industry.
Chapter seven, Institutional Factors, discusses the
effects that environmental and other Government policies
could have on the U.S. oil and gas supply and demand
outlook. In Chapter B, The International Factors, since oil
ingible, easily transported, traded globally and its
price is influenced by OPEC actions, we have reviewed the
international factors that impact the outlook. These include
o0il supply and demand for both OPEC and non-OPEC countries.
Section three consists of one chapter, and that is
Policy Options. This section represents Government policy
options available for avoiding or mitigating U.S.

vulnerability to future energy crises. Aas I noted earlier,
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no recommendations are made. Rather, zdvantages and
disadvantages of the major options are presented.

The final part of the report, the Appendices,
contains additional information about the NPC and the data
bases utiliged in the report. I might add that, where
availablg nal 1986 data, or best estimates, will be
inserte report in the final editing.

In addition to the report itself, the Committee has

prepared and recommends the inclusion of a letter of
transmittal from Chairman Bailey to Secretary Herrington
which summarizes the Council's concern about the current
energy situation and urges serious consideration of the
options available_to the Government to assist the petroleum
industry's eff rés o respond to the threats posed. It is
intended that this letter be bound in the front of the

report.

This complete my review of the tr
Sequsred A

Obviously, a report of this scope and depth Eeéiifesea
significant commltment of resources at a time when we are all
having to cut back. I would like to give special thanks to
allhose who made this commitment.

First, I wish to thank the members of the Council
for providing.the personnel for the study groups. I would
also like to express my appreciation to the DOE for their

considerable support of the study effort. The dedication to
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this effort by all of the participants has been outstanding.
While I cannot single out each individual who has contributed
above and beyond the call of duty, I would like te—re ognize

Gruer
the Government Cochairman of the Committee, Don Byery
principal deputy assistant secretary for fossil energy. The

conomic and environmental impacts task
rairman s h
<, of RoR-Z-o =

Last, I would like to add special

istorical

Dallas, and Paul Hilliard from Lafaye ouisiana for their
commitment, hard work and sacrifice frof their own businesses
during a very difficult economic environment.

In conclusion, the report before you was
unanimously approved by the Committee. As we are all well
aware, there are strong and diverse opinions on some of the
issues addressed in this report. But, the Committee believes
that the draft represents a well balanced response to the

Secretary's request. Differing views of future events and

their potential impact on the U.S. petroleum industr R tHe
nation are to be expected in light of today's fast moving and
unpredictable national and international developments.
Accordingly, the report does not attempt to forecast future

events or make a specific set of policy recommendations.
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However, it is the Committee's belief that the United States
and other consuming nations face a repeat of the energy
cri{'ili

4f the 1970's. Consequently, we urge the Secretary

and the Administration to thoughtfully revView aiiwof the

various options available to prevent
crises and to take appropriate actions.

Mr. Chairman, this concludes my presentation.

CHAIRMAN BAILEY: Well Chuck, thank you very much
and I would hope you would also convey to Jim Ketelsen our
thanks to him for tﬁis important piece of work. I think the
Committee has éone an excellent job on this report, and the
subcommittd the task groups are certainly to be
commended on this very timely and importaht work.

I intend to deal with this just a little
differently than we have perhaps in the past. All the
written comments that have been made to me dealing with the
report have been focused on the transmittal letter. For that
reason, I am going to ask you to first deal with the approval
of the report and then secondly, deal with approval of the
transmittal letter. So, at this time, I would like to have a
motion to adopt the report of the Committee on U.S. 0il and
Gas Outlook.

SPEAXER FROM THE FLOOR: 1I'll soc move,

Mr. Chairman.

CHAIRMAN BAILEY: Is there a second?
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SPEAKER FROM THE FLOOR: I second it, Mr. Chairman.
(The motion to adopt the final
report of the Committee on
U.S. 0il and Gas Outlook,

entitled Factors Affecting

U.S. 0il and Gas Outlook, was

moved and seconded.)
CHAIRMAN BAILEY: Discussion?
. (No response.)

CHAIRMAN BAILEY: Being no further discussion, all
of the Council members that are in favor of adoption of the
report please say ‘aye’'.

THOSE PRESENT: Aye.

CHAIRMAN BAILEY: Opposed, 'No'.

{No response.)

CEAIRMAN BAILEY: The report is adopted.

(The final report of the
Committee on U.S, 0il and Gas
Outlook, entitled Factors

Affecting U.S. 0il and Gas

Outlook, was unanimously voted
for adoption by the Council.)
CHAIRMAN BAILEY: Now, on the transmittal letter, I
would ask you to first,(uh——€I'R like a motion to approve

the letter that's in the booklet and then we'll deal with
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discussion. Is there a motion?

SPEAKER FROM THE FLOOR: I so move.

CHAIRMAN BAILEY: Is there a second?

SPEARKER 4: Second.

{The motion to adopt the letter
of transmittal included in the
finai report of the Committee on
U.S. 0il and Gas Outlock was
moved. )
CHAIRMAN BAILEY: Discussion? Yes, sir?
DISCUSSION OPEN TO THE FLOOR

SPEAKER FROM THE FLOOR: I'm RICHARD GONZALEZ,
Senior Research Fellow at the University of Texas. I have
been involved in the study of energy economics for fifty
years, since joining Humble 0il and Refining Company as its
Economist.

Some of you may remember that, béck in 1970,
another report was presented about oil and gas which said
that the United States could meet its future needs for oil
with a very modest increase in oil prices, and I moved that
that report be rejected because I did not consider it a valid
projection of what was going to happen from my analysis. I
compliment this Committee on an excellent presentation oéiE%EEi
information and analyses of the alternatives. I'm sorry that

the report does not specifically address the Secretary's
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request for advice on how to reduce and mitigate
vulnerability. I would like to suggest consideration for
addition in the letter of transmittal the following thoughts:

First of all, the draft makes clear that the report
provides extensive evidence that the U.S. will remain
vulnerable to economically disruptive and expensive oil price
shocks unless its dependence on oil imports is reduced from
the current high levels to much lower safe levels.

Second, the report shows that the United States has
ample potential domestic energy resources, including coal
equivalent to one trilliop barrels of oil, to reduce
vulnerability to shocks created@ by actions of oil exporting
countries. These resourvide ample time for

improvement of technology to increase energy efficiency and

to provide renewable energy at reascnable costs.

70 reduce vulnerability to price shocks created by
oil eprrting countries I believe that the letter of
transmittal should state that Congress and the Administraticn
should act to accomplish the following objectives, and I will
list these.

First, to encourage exploration and development of
all potential domestic energy resources, including those of
on shore and off shore Federal lands.

Second, to assure incentives for increased

investme the development of all domestic energy at the
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rate required to reduce dependence on c¢il imports from the
current dangerous levels to safe levels.

Third, to agsure adequate incentives for research
Con 74{:mé

additional recovery of oil from known reserves, and in

mprovement in energy efficiency and

reducing the cost of renewable energy to competitive levels.

Fourth, to make sure that no taxes are imposed
which discourage investments in developmef gf domestic
energy resources, and that any changes in tax provision be
designed to"éncourage development of domestic energy at a
rate adequate to reduce dependence on oil imports.

Five. To recognize that the vaiue of domestic
eater than that of oil impofts because of the

rategic petroleum reserve and of the Governms

expenditures on synthetic fuel programs and research, and to

consider what the Government should do to show that it

ite of imQZEEEE‘o'

17 hatien

recognizes that the p 1 does not cover the

full economic cost t 5

S8ix. To make reduction of the very large outlays

sorted oil part of the total program of reducing the

gficit of the United States.

Now, as the Council members ar
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Government impose fees on imports to recognize that it is
imports that make necessary the expenditures for the
strategic petroleum reserd for the synthetic fuels
prog id research. He has recommended a tariff of ten
dollars a barrel which I consider completely out of line, but
I do think that the Government should recognize that thefe is
an externality in the price of oil that is not covered by the
cost of imports. In economic terms, this calls for action to
correct that.

The Government should quit talking about free
market in o0il, because it is perfectly clear that the kind of
shock movements that we have had, the large changes in price,
do not reflect gradual adjustments of demand and supply.

They reflect the action of governments that can manipulate
price to their advantage as stated in the report, and have
done so. In that situation, it is a mistake for the
Government to keep talking about a free market for oil.

2 CHAIRMAN BAILEY: Well, thank you very much,

Mr. /Gonzalez, for those remarks. Your work is well known and
certainly your views are well respected.

But, let me say this. The letter that I ultimately
will draft, I don't feel can really deviate from the report
itself. |

There are some points that you have made that the

industry and those associated with the industry would have
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ve ittle difficulty in agreeing with. Other points that
made, I think it's quite clear that we have some
rather broad disagreement, particularly as it relates to
specific recommendations.

We will certainly take intc account and go as far
as we can in emphasizing the important points in the letter,
so long as the letter is consistent with the report.

Do we have further discussion? Yes, sir?

SPEAKER FROM THE FLOOR: I waited reone else

to say this and they didn't come forward,

CHAIRMAN BAILEY: Would you state your name,

SPEAKER FROM THE FLOOR: LEAN, from

Lafayette, Louisiana.

please?

I stood up at the last meeting, as many of you
remember; I brought some questions to the floor and I'm going
to do it n. =~ X

Jecanse.

¥owewhat/we have before us is a very excellent
incisive report. I congratulate the Committee oﬁ their
work. This is really a beautiful work. :

Whether we come up with suggestions ég;L-otions,
how strong we make any suggestion or option, I think, at this
point in time may be moot. But, what is more important is,

we've got to get the problem across to the public. We don't

have the predibility, as I pointed out at our last meeting.
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We, the members of the oil business unfortunately wear the
black hats. We don't have the credibility. There are

people, however, that do. The President, in spite of his

problems in recent days. The Secretary of €rgy and:

Ue prodlom
other people have got to start projecting |it—dereses’
not going to be able, nobody's going to be able -- the

Administration or nobody else is going to be able to offer

solutions until we convince the public that there is a

national security problem.

Do we Azre
Fs—theree

CHAIRMAN BAILEY: Thank you very much
further discussion? Then -- yes, Fred?

SPEAKER FROM THE FLOOR: What concerns me —-

CHAIRMAN BAILEY: Your name, please, so we can have
it on the record?

SPEAKER FROM THE FLOOR: I'm FRED BEARTLEY. I'm
from the Unocal Corporation in Los Angeles. What concerns me
about your letter ~- I've no criticism with the report
whatscever. I think Jim and his associates have done a
commendable job. Certainly, it confirms what we all
suspected, and that nobody in this Administration wished to
believe. 1In fact, we've been told on many occasions that we
should relax and enjoy it. We should be happy. We've got a
low cost energy climate to operate our country in, it's good

for manufacturing. I'm surprised they could say that,

because it sure as hell hasn't improved our export

!
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capabilities.

Nevertheless, we've had this snow job now for
twelve month That's the education, sir, that we have given
the publice Administrative level, that there is no
problem. This report confirms wha£ I think most of the men
in this room knew, and women, that we were on a toboggan of

reduced production and reduced reserves.

The results of 1986 are pretty much in at this

point and wesare n

'rﬂmu
! —Noue th

states,
-/Aaé
"We have see

oil markets overnight

to say to the Administration 'we

told you so

The Unlted States
ge ¥ Hese,
EO£OéL—¥iGLlOH%%f€tO actions

and be prepared to respond to ensure that their

consuming nations mus

economic prosperity énd energy security are not
jeopardized.”®
I think we should follow that statement and say
that, let's face it, we have gone néw another year with this
report coming out, and the report should emphatically confirm
/tﬁ;;:;;-;:3§§$}ready put ourselves in the position of being
d£32££§éggcdes%royed as an industry, and that we don't need

some tender loving care from the Government to hold us where
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we are. We ne the care fo back up to where we were a year
Con Firmrg Faets
ago before the eonééfmﬁiaekeeo

reserves became s&e&

the decline in productio dauﬂ
evident. z
As you know, we now apparentl& do have agreeme (o]
at least one thing with the Administration and that is :%%é/
0il production has dropped between seven and eight hundred
thousand barrels a day. I guess, on that we don't have to

er's position on the one hand and on the other

area we can confirm.

Now, it seems to me that the time to tell these
people'that they have sat around and have been oblivious te
+he attack made on the United States, the same kind of attack
as if we'd been bombed and our oil wells put out of

that had

ghZour country

ing exactly

production of the Wester .I?ﬁ?né in effect, as I call it

consequences. The consequences are here; the report states
it in black and white. I think that this letter should have
a tone that would indicate to the gentlemen of the

Administration, this is not a time to maintain the status
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quo, this is the time to back up and put ourselves in a
position to get back at least to where we were as soon as we
can, and action should be taken accordingly.

T. know the price guestion is one that

everybody \fastttrtembles and shakes, especially those

marvelous peocple

as discussing it

There are enough
them. But, I would say that the Government is in the

position, and they don't neeé to be told any more. They've

so ably brought up that
subject, in effect, stated that fifteen or fourteen dollar
0il won't cut the cake, and seventeen won't. Presumably, we
were able, and had demonstrated in industry, that the level
where we were, which is something in the area of twenty five

—— T know that was above the average that we were getting in

1885 for ou il —-- was

7o
warrantedlus hold ouy ———pretty well—holdouréproduction and
€ level of the

horrible sixth gravity stuff that God gave us in Santa
Barbara -- Santa Maria. That sweet condensate from that

marvelous state of Louisiana.
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So, we know what the numbers should be, wve've

demonstrated that too. There sho

be anything le o
7ﬁ?%g4 Zro
We should implem ntAGo erament action\ande—

effect-acdefensive plan against those who are out to destroy

usS.

You know, the laugh of this whole thing, of course,
is that the OPEC boys overshot. You know, they thought they
were going to hold us at twenty, and that would be a nice
number that they could slowly suffocate us with. But, thank
God, they did overshoot, because they really demonstrated the
severity of foreign powers and their decisions have on the
United States.

I think that we should confirm to the
Administratioﬁ that we have dawdled, postponed and cajoled
ourselves into this happy hour. It's like 'thank God it's
Friday' every day of the week. We can go out and have a
drink and be happy and enjoy this energy and drive as much as
you want. Hell, they're even talking now about doing away
with‘the spee imit so Qe can make sure we burn some moﬂéi?%%i
(iEEEZDI've b eﬁi% e lines to save energy all these years and
everything we've done has gone into reverse as a result of
whatfs happened in the last twelve ﬁonths. Now, I think that
this report should be more agitated. Your letter should be
more agitated in that it should convey to the Secretary and

the Administration that, 'you fellows have sat around,
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ignored us. Here is the situation we're in. This report
confirms it. Action needs to be taken any way that's

required to get us back to where we were in 1985, both as to

-the level of pricing and the tax structu

You know, this new tax bill reversed everything
that the Administration thought was marvelous in 1981 when
they supposedly put all those things into effect that
increased the reason for investing. My God, we're going back
now so we're increasing the capital gains tax, doing
everything in our power to make certain we'xe not in a |
position to attract money for investm icularly so in

our industry.

Well, I think that it's time to put up or shut up.
Now, I've had enough of this happy talk to last me for the
rest of my life. We've established a climate in this country
that's destroying the value of companies. We've made it
possible for the weakéned companies through pricing to have
these companies destroyed by the barbarians of Los Angeles,
Washingt d Wall Street. A lot of companies, as you know,
have béé%%éiilhe skids. I've ended up my career as a kind of
a peon to the banking profession. I get up every morning and

write a check for somewhere between one and a half and two

wrote a letter to the L.A. Times the other day and he said,
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what Unocal ought to do is sell equity. Eell, the whole

purpose of his game plan was to take equity up, let the

company pull the debt. Thank God we've only got it 1f full

SLry/yor
ak a survivels

rather than totally full. So, we'’ t, the
Unitéd States is not a survivor. I can become a happy guy.
We can liquidate our companies slowly but surely, as is
happening to most companies today, as the statistics of this
report confirm.

I think, in conclusion, sir, you can tell the

Secretary w aid in your spare time.

MAN
CHAIRPERSONCBAILEY: Fred, you are eloquent. Thank
you very much for Ose remarks.

Yes, sir?

- SPEAKER._FROM--THE_FLOOR: My name is WELDON SMITH

with the I mention the name of my

ig Six Drilling Compa ;ﬁ
3 ¥ youre ity

company ecauseAin the wisdhd business, anytime you can

get a little free ou'd better take it. I know
ere axe a lot of people here that have a lot of wells to

this year.

I'd like to point out ths
and gas drilling activities fell fifty percent which will
reduce production in the future. That's sure a true

statement. I don't think it tells the whole story.

The drop of fifty percent i86 was a drop
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from a bad year in 1985 in the drilling business. To really
get the picture of how drastic the drilling business has

suffered, you'd have to know that there were 4505 rigs

running in '81, and at the w st —year there were

just under 700. So, thé reduction in drilling ac ivity,“fxgm

74&JQ%%OK’AD
was—shafpfaaét

le
the top to the bottom, sudden dropy, Zt wasn't N
A

ercent. I believe that

that's a world's record for the greatest drop that any
) ] Ak»ua;
industry ever had in any phase ¢ If you were

in it, you would really feel it.

fifty percent, it was eight

CHAIRMAN BAILEY: Thank you very much. Yes, sir?
SPEAKER FROM THE FLOOR: Mr. Chairman, in order to

point out --

AILEY: Name, pleage?
Aex
SPEAKER FROM THE FLOOR: John M Jones, sir.
In order to point out some of these things that
we're talking about, as you mentioned to me earlier, wéﬂdo
have a trend line for '86 now, the data just in. We also
have recent months showing that the twenty-seven percent
number on a month basis, now, would be thirty-two on a net
basis. On a gross basis, thirty-eight percent of our needs
are being met by imports. I'm wondéring if it would be
appropriate to include data of that type to show that the

direction that we all had feared a year ago has, in fact,

been borne out now with the recent data, in your transmittal
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letter.

CHAIRMAN BAILEY: Thank you, John. I think the
answer to that is yes. That's a statement of fact, as long
as we understand that you can't take a specific point in time
and say that is the import percentage, because next month it
could change, but, the fact that we have established a trend
line. We should point out the direction in which that trend,
or the total amount of imports is slipping away from that

trend line. We m=gertainly do that.

suIT#s / Thank you.

CHAIRMAN BAILEY: Any further discussion?

SPEAKER FROM THE FLOOR: Mr. Chairman?

CHAIRMAN BAILEY: Yes, sir?

MILLEAL, ‘

SPEAKER FROM THE FLOOR: [JOHN(REX—JONESY /In the
Secretary's absence, he's been complimented many times on his
foresight in requesting this study and, at the same time, the
Committee has been complimented many times in the préparation
and development of this study. I would like to second both
of those comments.

It seems to me that, while we’re discussing this
transmittal letter, the thing that seems to be coming through
most severely, most importantly. most concernably is the
matter of urgency. The matter of whether or not those in the

Administration sense the urgency that this industry senses

about the problem of our increasing vulnerability to imports
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and our dependency and, therefore, translating that into
security aspects.

I'm wondering if, perhaps, the Secretary has access
to information that we have not yet developed in this study
or in other studies that have been undertaken almost during
this same timeframe. Perhaps that information, if he could
or would share it with this Committee, might reduce this
apprehension and@ this extreme concern that we are unde
today, because there does not seem to be that degree of
concern on the part of some within the Administration.

Is it possible that there's some additional

information I!ﬁ "-- ight be shared with the Committee that

might redpeechigapprehension and a iate some of the

L re Exoressm Ahrs frorntk

CHAIRMAN BAILEY: Thank you very much. I would
ask, perhaps, if the Secretary would like to comment on
that. He might do it when he makes his remarks in a few

minutes.

Name, please?

ER FROM THE FLOO!
Loals weunded,

s

, A

rom Lafayette, Louisfanal —Qur<

member of t
area now enjoying the eighteen percent unemployment rate:
The accepted figures for the production decline

from 1/1/86 through 12/31/86 seems to be about seven hundred
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fifty thousand barrels a day. That decline is only about
eleven percent of the total average daily production in the
lower forty-eight of the 1985. So, there's an eighty-nine
percent left. But the decline represents the equivalent of
all of the daily production in 1985, in the following
states. New York, Pennsylvania, Ohio, Indiana, Michigan,
Missouri, Nebraska, North Dakota, South Dakota,.Montana,

Nevada, New Mexico, Arkansas and Mississippi. That's seven
hundred ifty thousand barrels a day in those fourteen
kﬂvgmo .
states. might try to think of %Jdébiine in terms of the
o [
f fourteen out of thirty-t aci states,(é%%ii)
e e rs e
tates which produce ocil for & = : :r=i£H;Qf
re€ent mt;frﬁhs, and it certainly shalcelera the

1 g loith

But since they've already declined, you'll have to throw in

alabama, Tennessee and Florida which is another ninety-two

thousand barrels aw. You now have a scenario wherein

&/
you'll have lost otal production, the equivalent of (the<,

=

T

total production, of twenty-one outA§\ thirty-three producing
rodlem - - #AL

states. That may help theApeople here iQ;Washington put it
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in a slightly different perspective. That's all. Thank you.

CHAIRMAN BAILEY: Thank you very much. Yes, sir?

SPEAKER FROM THE FLOOR: ROBERT MOSBACHER. 1I'd
like to add to a comment that was made earlier about the
credibility of those in the oil industry andd that the
report, and hopefully the transmittal letter, should go
beyond the concern of the o¢il industry. ©Now, I think the
concern that the people in this room have,<::j}hls industry
has, is way beyond the concern of a group of cil men. it's
the concern of icans, because I suspect most people in
this room arJ:éEEZE:% survive, and they'll be here when the
prices go up. They probably will be making a great profit
and, selfishly speaking, many of them would be better off
just sitting it out. But, as Americans, everyone-in this
room is-concerned about our country and what's going to
happer dependency. I hope the Administration and the
Congress and the rest of the country realize that.

CHAIRMAN BAILEY: Thank yo

for;£55§§:\

remarks. Any more discussion?

LMAC /Vcééﬂﬂj

SPEAKER FRCM THE FLOORy , One more

want to domjnate. I Just want to recommend that the
1SS =~ ,
ecretary -—thts—&s&probably3no réflection on the rest of Ais,
Ja,{ MiSS A

probably the best C ents of the day from
_;IonglyéréEBmmend to your readings from the .

records Mr. Hartley's comments to the Secretary.
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CHAIRMAN BAILEY: Thank you. Any further
discussion?

{No response.)

CHAIRMAN BAILEY: Well, I think you can see I have
quite a job in attempting to draft this transmittal letter.
My friend Chuck has furiously been taking notes.

We can redraft this letter, and I think we should.
It's quite obvious that the letter will not reach some of the
o refer to them as

ne reflect the

enits and, as 1

extreme positions, if you will

that. But, I think the
urgency that I think I det
gaid at the outset in the discussion of the letter, the final
draft obviously will have to be consistent with the report
itself.

T think what I would ask the Council to do is to
authorize me to attempt to draft that letter which will be
attached to and made a part of the report and, as we do so ==
the Committee will certainly have the obligation to work with
me in that regard -- Qe'll take into accbunt as best we can
everything that has been said here this morning about the
letter itself.

I have a motion and a second, and subject to that
final editing, I would like to ask you to authorize me to
proceed with it. All those in favor, would you say 'aye'?

THOSE PRESENT: Aye.
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CHAIRMAN BAILEY: Opposed, say 'no'?

(No response.)

CHAIRMAN BAILEY: Thank you very much.
(A motion to authorize Chairman
Bailey to edit and finalize the
transmittal letter to accompany
the final report of the Committee
on U.S. 0il and Gas Outlook was
approved.)

SPEAKER FROM THE FLOOR: Mr. Chairman, FRED HARTLEY

again. Do you plan to have any minority letters. I hope I

ave to have a mino letter. wasn't too

Yow. relerrsd. #o
There -arelextremes/here in the room and I don't

%rod /4

don't

radilcal.

CEAIRMAN BAILEY: That was probably, Fred, a poor
choice of words on my part. But, what I meant to.say is that
we couldn't reach, I think, all the positions that have been
advanced. .

But, you may want to consider -- the

ro Ao lontarn
room _irethis report -aeminor

recommendations-that we've seen, if we feel that the 4é> -
recommendat-ongAare going to maké:%%gz} your letter(i;;;;;;;>

convey some of the things that have been expressed in this

opinions on the

room, being what Mr. Mosbacher says, whether our nation's
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been tortured. He's absolutely right. We can allA—JLHe 1, I
got my first Social Security check the other day, I'm in
great shape. I never asked anybody for it, by the way. It
just came in the mail. I never filled out one damn form to
get that check. So, I think we might like fo have that
privilege if we feel it's necessary. I don't personally plan
to do that unless I just feel forced to say that the minority
viewpoint on what we should do as a result of the contents of
this report would motivate me to do so.

CHAIRMAN BAILEY: I think my response to that, from
the Chair, is that the report has been approved by the
Council, and if any Council members would like to write a
minority report and forward it on to the Secretary, fine..

But, I think the report has been submitted and approved.

MR. HARTLEY: I have no-problems with the report, I
o2

I'mA al¥ing about a call to

think the report is beautiful.
arms letter, which is:your letter.
CHAIRMAN BAILEY: Yes, sir?

SPEARKER FROM THE FLOOR: Mr. Chairman, WILLIAM

STEVENSON from Utah. (Indisce 51e
z?f¢f
I think one of the\ & T

that really is making the difference is the Secretary's

al shocks that I feel

position that he recently came out. I read about it in two

different parts of the country and I think the public has
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some awareness now of the decline in cil production.

To a degree, for us to give a report to the man
that asked for it, and {indiscernible) asked for it, it's
kind of like taking coal from New Castle. In all due regard
that the report undoubtedly is correct, or seems to be

correct as possible, but are we not really locking at a media

. ™
problem as Wwell? We ackn?z}edged that\the o0il industry wears

/)6 LS T/ EM

the black t ! ;

I notice in our directory, we've got a number of
people in here whould possibly, if they agree with the
report in general, produce a white paper that says people
with other professions other than exactly being in the oil
and gas business, you know, concur with this. 1Is there not a
At some e media be produced out of this?

: m / .
lemberg efCt people, of this Committee, when

they go back home, perhaps, report to the local media there.

possip

Because this is not a battle of us getting a report correct
to the Deparﬁment of Interiors. 1It's a battle of minds and
the only way that's going to be solved is when the pﬁople,
the housewives in the kitchens in the morning r in. the
papers or that school teacher, or that truck driver, has an

ding that we're faced with the impending disaster.
outline

hat the policy of the National Petroleum
Council really is. I would suggest that you give some

consideration in looking at the media battle as well.
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CHAIRMAN BAILEY: Well, thank you very much. I
think that my response to that is that, as you know, the
Council serves at the pleasure of the Secretary of Energy.,
and I believe that the s£udy that we have prepared at his
request is responsive, as Chuck Shultz outlined. He asked us
to examine the factors affecting the nation's future supply
of oil and gas. He asked us to examine the factors that

precipitated the energy cr n the 1970's, the financial

impact on the economy, the appropriateness of

SEOECLLSTS EEL
y recurrencecof

response at that time, and the potential for
future crises.

Also, he asked to advise on the vulnerability to
future crises and how they might be avoided or mitigated. I
think the Committee?s.final draft is an excellent response,
and I think that has been generally verified from comments
throughout the Council, that it has been an excellent
response to that regquest. Now, the Committee, in their work
considered all these various options, and the Committee
structure was made up such that we did hear, in Committee,
these various arguments advanced.

I think that the options that have been outlined
are those that will start the debate and, if we are
successful in our efforts, the debate will start. Our job

was to present the facts as we see them to the Secretary,

which we have done. But, I think, as the debate starts there
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are other a&Venues in which to advance our ideas andAto ach

les
the med a;;,ﬁher are other ways that the petroleum industry
A

and others that are interested in the nation's work, as
carefully outlined by Bob Mosbacher and others, that we'll
have to look ta those approaches in order to participate in
that debate. I don't believe that the Council itself would -
undertake to do more than do the best job we can of being
responsive to the Secretary and delivering into his hands a
report that states the facts as we can best assemble them. I
feel that we've done that.

Are there any other comments?

(No response.)

CHAIRMAN BAILEY: Well, I think, Mr. Secretary,
that this report will be of help and of use to you and the
Department, and we are indeed honored to have prepared it for
you. I want to add my thanks to the many people within the
Department who have also provided their time and their
efforts to assi;t our groups in their ﬁork, and I want to
thank all the members of the Council who have also provided a
lot of help and assistance, staff time, and what have you, in
helpinovide the various subcommittee members and the
task force groups.

I wonder at this time if you'd like to make any
comment about the report itself; also, any other remarks

you'd like to make.
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I'm delighted to introduce Secretary John
Herrington.

SECRETARY HERRINGTON: Thank you, Ralph. I think,
before I start, I would like very much to join you in saying
a word about Jim Ketelsen. To me, in the last two years that
I've been in this job he has, I think, been a very thqughtful
person. I've had a chance to meet with him several times and
I know a lot of you are much closer friends than I was, but
to me he was very helpful. I would like to join you in
expressing what I think is a loss not only to this industry
but of a fine American.

The energy outlook that you've put together, I

think you should be congratulated on. I've see guite &

ereddls

of if. I think it's an extremely thorough and
that will be coming at a very critical time. The data, the
projections, the suggested options have been an asset to us
at the Department in our ongoing review which we are now
looking at coming out with in probably the middle of March.
We're loocking somewhere along the week of March 16, providing

our printing dates can be met.

Do we have new data? That was one of: guestions

ave made a ézggt

Ah SaFEragine

= has béen

oA 6&5 \\Hdgyuﬁkh’
ill Um&tste*—whe#s—ﬂbnéban
A

that came up here a minute ago. We

to work on an interdepartmental basi

(o)
7

the Government across the board. T

I want to congratulate
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extensive effort to draw in CIA analysis, State Department
Defense Analysis, questions like -ntféip&EEﬁLPersian Gulf
interruptions, when we expect ne{ihew——*bghe report, I
think, as you see it will have all of that wrapped into it.
Those were taken into the calculations. I know all of you
agree with me that one of the hard things to do is predictinéi%
a situation like this, but it's érobably as credible as we
can make it. That, plus your report, I think, should set the
playing field, or the ground work, for what is a pretty firm
statistical base that we can all work‘from.

The -- I think it's very important, the comment
that was made a minute ago about media and other comments --
It's very important that these choices that you have
discussed in your report and some of the options that we are
going to put forward need to be communicated and discussed.

I couldn't help but a e\timeliness an
of _ ﬂfoag;(

know it wasn't by accident, ‘ he Op Ed p echi

the Wall Street Journal that was written by one of your
members, John Baden, "Do oil and ecology mix?" Look at the
benefit of something like that put before businessmen j}h this,
country who read that particular periodical every day.‘QiAbet
very few know -- two of the main points I picked out of that
this morning for examples. John said that seven hundred and
gixty million acres of Federally owned land representing one

third of the land area of the U.S. and less than a quarter of
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it has been explored for oil and gas. How many businessmen
operating around the country today know that figure? Point
two he made that was, I thought, very good. Forty percent to
sixty percent of all Federal lands are closed to oil and gas
leasing, yet a GAQC report says two hundred sixty-one million
acres of Federal land outside Alaska have serious-potential.

Small point. But not so small in the scheme of things.

As we move forw shate of whether this

A NE S

country is secure enough\to take the easy jenvircnfienta ~yote"
: A And. #Ae
for Senators and Congressmen 1n ountry. sy

environ gntal vote is this: "Close down the Arctic wildlife

An area that admittedly has potential in the --
anywhere, depending on what analysis you look at -- between

five billion and twenty-nine billion potentialserves,

sitting directly between two major fields. 1It's an easy
environmental vote, but do you as a citizen(é%%;;;kake that
step and still honor your obligation to the what I think has
been discussed very well this morning, the national security
aspects of this industry and of the outcome of this

industry. I think my answer is pretty clear and I think
yours is pietty clear, but when you look at an article like
the one that was put out this morning, I think it brings home
just how short sighted we have been in a number of particular

areas. I think, while our study will not be concluded until
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next month —— and I think that's timely -- it's coming
together. This debate is reaching a new level of
consciousness. One of the things that Ralph said a minute

ago that I agree with entirely is th is a cooperative

effort between the industry, obvio Government. But

Congress is a large player in this and obviously, Americans

<E§EE;§}ed to know about the situation,

I've been hearing from a number of you in the

hearing from people that are in the
frastructure. Yesterday, we met with At
Governors of Texas and Oklahoma, the past president of the -
Geophysical Association. I think we're beyond the point of
asking if there is a serious problem. I think that, we have
carried that point{ wetile how I think that everybody
recognizes it.

The question that was asked a minute ago, does
everybody in the Administration know that. I can't tell you
honestly that everyone in this Administration knows that.

You have some people in the Administration, significant
policy makers that do know that, including the President. 1In
a number of meetings where some of you in the industry have
been present, along with some Congressmen from your
Districts, the President has made some very strong statements

in that regard. I think, one of the things he said when he

tasked the National Security Report to the Department of
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Energy —- I'm trying to recall exactly what he said. But, he
said the statement -- I made a note of it. In asking me to
oversee the high level energy review, the President made the
statement that we should never again be dependent on
unreliable foreign sources of'oil, which I think is a
foregone conclusion. Further, that a strong and viable
domestic petroleum industry is vital to our nation's
wellbeing. I think it's well known in the Administration
today that there are significant problems in this industry.
If they don't, they're blind. -
Lor ‘86

Your own report hows us that our
activities in o0il and gas drilling are down fifty percent,
our domestic production has dropped seven hundred thousand
barrels a day from year end, oil demand has increased by
about two and one half percent, crude oil and petroleum
product imports have increased twenty-three percent. You
could go on and on and on. How many people out of business,
the unemployment rates in Louisiana. I think the damage has
been alarming. I think the fallout from the fact that we
have a hundred and fifty thousand direct o0il industry icbs
that have been lost, nearly a third of this total work férce,
is going to bring this message home even stronger.

I think a further fallout from this that will have
tremendous politi ca

ect. Alaska state government loses a

hundred and fifty million dollars, and Texas loses about a
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hundred million dollars for every dollar decline in oil
prices. Certainly, that will have long term political
effects not only now but in the '88 election, and as we enter
into Congressional debate on what we do about this problem.
That's where we are'today.

That's the hard part. I think we have a strong
significant recognition across the becard of what the problem
is. The question is where do we go. Your report, I think,
will be the basis for soﬁe strong action. I think our
report, setting forth a number of options that I'll go over
in a minute, will be the basis for some strong action.

I was deeply disappointed last year. Perhaps you
could tell some of my frustrations. We were unable to
deregulate natural gas, get rid of incremental pricing, get
rid of the Fuel Use Act, repeal the Windfall Profits Tax, put
through the oil and gas revitalization act of 1986. These
were not big things. These were reasonable, productive
things, although not alone would not help this particular
industry totally, they would be a signal. They would be a
start.

What did we get instead? We got a -—- we were

‘successful in some areas, as you know, in the accounting

procedures at the SEC and a few other things that may have

helped you a little bit. We got, insteaduperfund

legislation that was financed through a differential in price
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between eight and a half and eleven cents. Effectively, a
three and a half cent oil import fee. You couldn't call it
much else. But, miniscule, very tiny, to finance superfund
activities;'

The first thing that happened was, we had high
officials from every country in the world that flew
immediately to Washington and began the drum beat for

. 8477

protectionism, 'you're violating GAT!, /'you are treating our
industries unfairly'. It didn't stop. Some of the letters I
received from the Energy Minister in Great Britain and other.
countries, if you read them in a closed room without any
other factors around you, it would make you think that we
were going to war tomorrow and that the Port of New York
orning. Very hard, hard

would probably be blocaded

Aolations had been filed

positions. So -—- of courss
and it has affected trade negotiations across the board.
Three and a half cents.

- tural gas reform is still important. OCS(%EE;B
cbviou lykh ry important. We must settle that dispute on

outer continental shelf. A good proposal has been put

forward by the Interior Department, certainly a reasonable
N

ope, T e's no reason we can‘t get Windfall Proéggiihx
gotaled. P
e\

- ANDWART a2 major environmental debate is facing up

ANLL
id ANPWARZ| This is not something that will be easy to do.
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ements of the 0il and Gas Revitalization Act -- some of you
ma ve gone over this in detail‘in December when Phil
égé%;;;;it it up, some of you might not have.l They were
talking about EPA regulations on drilling muds, production
waste, volatility standards in fuels. Simple things. He hit
a brick w .

G A

phe? report that we put out, we are making great
effort to do twd things. One, have the statistical base in
our report in agreement with the indﬁstry figures so that we
are taiking from the same playing field. Then, we are trying
té-put out a number of options with corresponding data; what
do we get out of those particular options if they are
enacted? What does it cost us as a country? What does it
cost us in GNP, what dces it‘cost us in tax revenue, trying
to weigh cost benefit analysis. I think that we have plugged
everything in this. If we haven't, I expect to hear about
it, and I am sure that I will, But, I believe the report is
very credible.

We need to do some more economic review on some of
these before it comes out. But, basically, we have looked
at, I think, about everythinq that's been discussed.
Everything will be put in this report. Some of the ones I
might mention that are going to be reviewed are, obviously,
oil import fee, varia lg)/ oor will be looked at. Faster

tax recovery of G&G costs, a potential area we might do some
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of the better options,

2depletion allowances that
are aimed at both encouraging capital formation and to
increase exploration activities overall. We need to look at

those options. I think some of the other ones, allowing

percentage depletion for transferred properties,(%%EE;Elaxing
net income limitation, allowing tax credit for domesticy;'

/o0 r
and gas exploration, development and investment, pric-

You know most of them.

. A5t
Fach option that we put forward, I think

meet the test of energy security. Take an option like a gas

tax. I think it's fair to say that, for every penny of gas
tax you put on a gallon of gasoline you would probably get a
:, ion dollars to the National Treasury. I'm not sure that
izzgjk energy sécurity option. I think it's more of a revenue
raising option. I don't know what that does for you and your
particular industry, suspect very little. I guess, the
ultimate goal is to raise the quality of the discussion that
is taking place if we are going to address this problem. I
know that Ralph said it a minute ago, but we need to do an

pr—

education process to the public on what is at stake{ numbers oi

and then, come up with the options to scolve it. ;
It was recommended that I re-hear Fred's remarks.

I havé, T think, read about everything that you've written,

Fred. I find it very educational to me and it has been very
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outspoken on these issues. I think you have brought the
debate home on a number of these issues, and that needs to be
done. But, I think more of that from experienced people in
this industry and experieﬂced people in the energy sector who
are truly concerned about this project. Another way, such as
that article this morning in the Wall Street will be very
helpful.

I'm not sure that all of us have the answers. I
certainly don't have all the answers, but I am willing to
work toward a solution of these problems, and you have to
know that. This Administration is willing to work toward a
solution. We have, in my estimation, never lost sight of the

objective of a strong oil and gas industry. I h

pecple come into my office saying that the man
left us. He has not left you. I don't think these choices
are any harder for a Reagan Administration than they would be
for any other Administration.

We have some very difficult times that we are
facing now. I think the nation needs to recognize that we
owe this industry a tremendous debt. You have, throughout
the history of this country, been what I would call a
backbone of the prosperity, of the economic engine that has

built the industrial capability that we have in this

ion now -—- I guess I don't have any
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specific words of encouragement today excepﬁ that inaction
now, in my estimation, would be a tremendous mistake.

I think, Ralph, that's what I have to say on the
way of off the cuff remarks. I would be happy to try and
address any of the questions that you may have.

SPEAKER FROM THE FLOOR: Mr. Secretary, BRUCE
CALDER. I wonder if you could tell us, in your meetings with
the President, just give us an appraisal of where you think
the o0il industry problems stand with him as opposed to a lot
of other problems that he has to handle?

SECRETARY HERRINGTON: Well, you know, the problems

that any President of the United State hether it's Ronald
eresar

Reagan or anyone else, faces our huge e board. We

have had many meetings on this with Secretary Baker, with the
Vice President, with the President. We have brought down
Congressmen and Senators from the oil producing states. It
is not an issue that has escaped his notice, I guarantee you.

We have met in the oval office. We've had cabinet
level meetings on this. I would have to say it's very high
on his agendaﬂzéggghe energy security, otherwise he would not
have asked for this particular report that we are going to
hand him next month. .

The report is lengthy. It looks at every
possibility that we can come up with on options to aid what

is a disaster. You can't characterize it any other way. The
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report is what, Bill; about four hundred and fifty pages?
It's similar in size to yours and it has, I think, a very
good discussion.

The President will obvicusly want to hear about it
personally. We'll probably have a couple of cabinet meetings
on it. It will get substantial attention in the

Administration.

Bob?

LOBeRT rALKEE

. SPEAKER FROM THE FLOOR: [Bnidentifiedd
Mr. Secretary, I1've been present when the President said what

you said he said.

SECRETARY HERRINGTON: es.

LOoBRT FLKER,
SPEAKER FROM THE FLOOR: i i

That is,

I'm not bri

terminoclogy here in favor of Sorets

ind etuminad sy e {'re Upnay * or “MFHE " gpd L A en k]
{indiseernible).—We'lreetalking about alikndissegnibée4v_—4tn
s ill " el Rz, THs 55 ket \Dpe hartig & difinll fme wik

our U.S. energy'already
- of us

apé-many £ 1 unnecessarily. You kn that it's much larger
/o5t
than many had predicted. As we haveé @l major segments of

capability, at least fifty percent.
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Ao shSlle oz #
1 i blow tomorrow t
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restore(f%%?}nergy secﬁrlty guarde - I 4m not sure we eancdo

4@at\ﬁ7uﬁémya,Anzﬁ)¢¢auaé%nomud,
leazrn-2- But thosé even

by pecuny @nde
mégéatefyéalt shé;Zf%gsh ow\We express ours

- -
- us who drill to drill foE_Egg§g,o£/ué who

Hnadiscerniblel)« I don't think it's somethlng we have an
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R G A

Itts—t

/
he 51tuatlon is serlous now,—not-~one that
; - yoxeD) é)d/a(; 802l .

/}"fIEI”Q’ 7
guess{I'm p;ess&ﬁébyou, Mr. Secretary, Fercthe same thing

2rnd D Aave u’mém Homes. tj .

running about_two years behind what's presently happening. I

Fhat duoai AZS \
need drilllng. Ae%ivzféfizléfgi%;;;;;;-and I don' t belleve %4
Comts Sk v uy ;a/d{% d/\é’/ ¥ Belyires MO 800 060 Samils poi-dey pdlNom

ik rsnt /h/}/f " loso. dvate ;oq 7050 0l orsdietich “’““’ﬁ“*’ﬁ-

\
kind of terminology that scmetimes blackens the /ngf'kizuaawzuﬂﬁfj\¢7rc
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@Q&n)duﬁ%ﬂ;émzmg A S PELH e Veaels Y zranaéﬁ? LTI IR
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thlnk we'll ueecmuch more 1n the next two years, adﬁ”A&Z
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guess I'm not asking you a que tlon, I making a é\eech but
loirs O/ f».{ﬂ.S !

2, Ao

I'm asking your assufance m—-‘"- etewe cah convey
t%—b&ekb atf much o t t in SEe 8
a/ Agmﬁdg 4#%5/6 ngzdffan.
SECRETARY HER and—1

don't disagree with anything you said.

home to me by a number of you and, I th nkﬁﬂi those meetings
with the President, the other fact that there is a ten year
lead time on some of these activities.

Most of the reports and most of the ies,
whether you take the best case or worst caseﬁizggiigt middle
case, show oil problems in the mid-1990's. All of you;.as
professionals in your industry, as technical people, know
that it takes ten years and have been very vocal on this. It
takes ten years to build an infrastructure. So, we are |

sitting here in 1987 whether we drill into a

potentially twenty 1l field. That is short sighted
if we don't. I think that is one of the things that has to

be straightened and stressed by you.

Any others? Thank y

YeS? “
[e. M. MeléaN]

ﬂ’“‘. SPEAKER FROM THE FL R:AMr. Secret
whét Kob ing te i
4

words of B

r I think

in the

start that a differe way. Do you

ts before

thap the President is prepared now, having

28 and From s ommetbce, Ao will Se
om his commumitye do you thlnk
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prepared to convey to the American public our feelings, as

_ . HMosdéacher
Americans in the words of Bob Baumbaekd to convey to the
public what the problem is. Not necessarily what the
solution is at this point in time, but you have to identify a

ith a solution. Unfortunately,

ot a¢securi prcblem. 1It's just not out

there yvet.

Me going

tach ing A AL Bhotr
what's going on-issJdzke tgzge—feet-wiée%’
wegégggzteikt
t

what's going on in the world,

ople in Louisiana

But the great

communicator e people of the United States

that *=—whatZgets through.

SECRETARY HERRINGTON: Well, I can't give you a
definitive answer, obviously, because we havenransmitted
the report. I know which way he thinks and how he's leaning
on this issue, and it's right in line with what you said.
What action the White House will elect to take at that point,
I simply am not in a position to tell you. I know what I'm
going to recommend, that this issue be brought out.

Yes?

SPEAKER FROM THE FLOOR: HAROLD PRUNER,

Mr. Secretary. 2As a follow up tﬁ that, and a recommendation

that may be some solution. It seems to m hat the educatien

of the public is a joint indugtry and Governmental

repert is ol done. K

responsibility. Certainly, thi

documents the crisis and that sort of thing. Could the DOE
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o/’
actually allocate funds tim he personnel who
report

helped us compile this -+. Schedule meetings

regionally arocund the countfry..-We-eeuldehelp educate the
public.

SECRETARY HERRIﬁGTON: Well, I think we'd be
willing to look at it. But, I think more, we would be
willing to look at it on the basis of an energy security
study that we put out. I wouldn't mind wrapping these two
together.

Whether we could actually go out with funds for

public meetings on the NPC report, I don't know.whether it's

legal or not. 1I'd have to f£i it's not &

idea.

exposure. You had, what -- six or seven thousand pegple
out; that kind of thing. . Op-Eds that appear

oA,
Street Journal, I thi they're? beneficial.

FROM THE FLOOR: I'm FRANK PITTS,

om Dallas.

% prpne :
sehitly, I was on a panel and p¥eperedemy papert”

r) the panel discussion, I had to get imformation about what

of the world wewuid®have potential oil

‘on,Jﬁﬁgﬂmxdo n{Z;;;;D
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countries, here in the United States is on

uragement in the form of taxes and various other things,
ﬂeidkilling activity in their country. I hope we don't wait
too long and let our industry here continue to be dismantled
at the rate it's currently being done without doing
something.
SECRETARY HERRINGTON: I would agree with you.\ (4|
Ralph, thank you very much. I appreciate it. 4
CHAIRMAN BAILEY: Well thank you very much,
Mr. Secretary. On behalf of the entire Council we certainly
want to express our appreciation for your comments and your
presence here this morning.
We have several administrative matters before us.

éﬂﬁﬁgﬁaa Committee and A.V.

The first is a report from

Jones is Chairman of the gendaAand he will present his
Committee's recommendations. Jones?

MR. JONES: Thank you, Mr, Chairman. Ladies and
gentlemen, as he stated this morniﬁg, Secrétary Herrington
has requested the National Petroleum Council's advice and
recommendations © ptroleum inventory, storage and

transportation capacities. A copy of this request letter,

dated February 20, 1987, is attached to the Agenda Committee




10
11
12
13
14
15
16
17
Hg
19
20
21
22
23
24

25

the room following our meesing.
f\ i€ 11
4 L—" ~ Spec&-;gi‘ Y\ Mxe Becretary

59
discussion paper in the Council members' information

packets. Additional copies of this will be available outside

.zaAkvﬁl»dﬁzmuZ

reques%—be—etnce%}eégzs\undertake a new study updating

ous National Petreléum Council reports on this subject

o N
as necessary. He asked

re-examination of minimum operating inventory levels. The

hat emphasis be given to a

location of storage facilities and availability of
i entories in relation to local demand and the capabilities
ngéégstribution networks to move product from refining
‘centers to their poi #f consumption, particularly during
periods of stress.

Pursuant to Section 7.1 of the Articles~;fi_“”““”w'

Organization of the Council, this request was referred to the

Agenda Committee for consideration as to whether the request

/ié/E;;;;;qggzﬁﬁdvisable for the Council to undertake.

\ o donsioeiin
eenside;éagwéhis request, the Committee made the following

observations,

The Council has conducted numerous previous studies
of inventory, storage and transportation capacities. 1In its
1984 report entitled Petroleum Inventories and Storage
Capacity, it was the tenth Council report on the subject.
Additionally, the National Petroleum Council.has issued

numerous reports on all facets of petroleum transportation,
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 with the latest being the 1979 report, Petroleum Storage and

Transportation Capacities.

The most recent inventory data in these reports are
from early 1983, and the transportation data are from 1978.
There has been major changes in the productio nd
transportation of crude oil and natural gaéiggézgefinery

operatio q\in the petroleum products distribution

networks and the m
/)trﬁmér sty
o-eratinqustimates

kets they serve. Previous minimum
may nco longer be valid and the
invento oW teﬁd to'be kept closer to refineries rather
than ét points of end use. Additionally, major pipelines in
some areas have been closed or converted to other uses, while
new ones are being built in other areas.

Finally, while the Naticnal Petroleum Council's |
prior studies are the most current comprehensive treatmf
petroleum storage and transportation that are available, they
are now outdated. Proper updating of this information can
only be done by the industry. Accordingly, the Agenda
Committee finds this request proper and advisable for the
Council's consideration, and recommends that the Council
agree to undertake a comprehensive new study on petroleum
inventorf, storage and transportation capacities, as
requested by Secretary Herrington.

Mr. Chairman, this complhe report of the

Agenda Committee and I move it be adopted by the membership
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of the National Petroleum Council. Thank you.
CHAIRMAN BAILEY: Thank you, A.V. I have a motion

to adopt the report of the Agenda Committee. Do I have a

second?

Is there any discussion?

(No response.)

CHAIRMAN BAILEY: All those in favor, say ‘'aye'.

THOSE PRESENT: Aye.

CHAIRMAN BAILEY: Opposed, 'no'.

{No response.)

CHAIRMAN BAILEY: The motion is adopted. But, as I
call fc is vote and have this motion placed in front of

provide the personnel and the information necessary to
complete the assignment. A lot of work is invelved and as we

undertake these reports I t it is important t ys we

always ha in the past, foughly and be fully

ﬁﬁuAM¢L;¢@qéug a@uﬁ¢)525d52:t
Courreil—members—wiil-—hec

L. LommiZtets oF Ko Botunell toill S

(o]

two ways. By the dedication of many hours of thej "“\e and
AESE
expertise, and that of their company personnell\to &heesiudy

members support the NPC operations in

— —

ions. I‘?Bii?"like
zg:z ébbfém@

efforts, and by your financial contri

S

to thank each and every one of you
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this industry.

(The motion to adopt the Agenda

Committee's report by the Council

The Council!

John Hall, chairman of that committee, will now present his
report. Mr. Hall?

MR. HALL: Mr. Chairman and members of the Council,
the Finance Committee met yesterday to review the financial
status of the Council. We reviewed the calendar year 1986
financial statements and I am pleased to report that the
financial condition of the Council is sound.

At our iast meeting, we recdmmended and you
approved the calendar year 1987 budget of one million six
hundred forty-five thousand dollars. As I noted to you at
that time, that's eleven percent below last year, and a
twenty-eight percent reduction below the 1985 budget. So,
the NPC is doing its part in contributing t st
reduction that we need in the industry.

This budget includes funds to complete the
preparaticon and printing of the study you approved today and
provides funds to undertake the additional study that was
approved this morning. Bu € "xe not recommending,

.
therefore, any increase in #hisebudget because the funds are
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already there. So, our budget will still be one million six
hundred forty-five thousand dollars,

We then discussed the level of member contributions
required to support the budget. The Committee recommends
that member cﬁntributions for the year be the same as last
year. We propose that any additional funds be taken from the
contingency, if necessary.

Thank you, Mr., Chairman, that concludes my report.
I move that the Finance Committee report be adopted by the
Council.

CHAIRMAN BAILEY: Thank you, John. I have a
second. Any discussion?

(No response.)

CHAIRMAN BAILEY: All those iﬁ favor, say ‘'aye'.

THOSE PRESENT: Aye.

CHAIRMAN BAILEY: Opposed, 'no’.

(No response.)

CHAIRMAN BAILEY: Thank you, the report is adopted.

(The motion to adopt the report
of the Finance Committee by the
Council was adopted.)

CHAIRMAN BAILEY: Our final report this morning is
from the Nominating Committee. The Committee met this
morning, and Collis Chandler, the Chairman of the Committee,

will now present their recommendations.
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MR. CHANDLER: Thank you, Mr. Chairman. The
Nominating Committee of the National Petroleum Council met
this morning and agr-gd on the following nominations for
officers and chair‘and members of the Agenda and

Appointment Committees of the Council.

First, however, let me thank the outgoing chairman,

/zg/;;;\‘etiring chairman, of the Appointmeéggzkommit }i

wnth . :
the outgoing chairman of the Agenda Co

A
Jones, who has served us since 1981, and you rng tgoing

chairman of the Council. 'a\
For NPC Chairman, Mr. Edwin L. Cox. WQ@ ice
Chairman, Lod M. Cook.

For the Ag da-éghmittee, John Bookout. Bill Carl,

Hubre,

John Carver, myself lark, George Keller, Jim

Ketelsen, Frank McPherson, Bob Mosbacher, Larry Rawl, with

Chick Wil on serving as Chairman.
For |
he Appointme ommittee, Jack Allen, David

Dorn, Jim Emison, John Hall, Fred Hamilton, John Haun, A.V.
< . - ,

Jones, Dick Morrow, Don Simmons, Joe Williams and Fred

Hartley serving as Chairman.

‘Mr. Chairman, this completes the report, and I move

I have the

motion, do I have a second? I have a second. Is there any

discussion or questi¢ All those in favor say 'aye'.
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THOSE PRESENT: Aye
CHAIRMAN BAILEY: Opposed, 'no'.
(No response.)

CHAIRMAN BAILEY: Then, the report is adopted.

o
Committees—bw the Council was
adopted.)

CHAIRMAN BAILEY: Well, let me say that it has

certainly been a real perscnal satisfaction for me to have

served the Council for the past two years, and your support
has been greatly appreciated. I think, as I sajd earlier, I

Roatgnid
think the Council does continue to fulfill its role
and provides valuable assistance to the Government.

I want to also tell you that I think we have an

excellent professional staff here in the Council.‘ I think

Marshall NichoT¥s and his very small group are very hard
workers anxtremely well in conducting the work of the
Council. They work very well with the Department of Energy
and, as you can see, they do get the job done.

So, now it is my pleasure to.pass the gavel on to
our good friend Ed Cox, and I think tha£ all of you would
agree with me that Ed's many years of accomplishment within

this industry and his broad knowledge of the industry and its

leadership will serve both the Council well, and also Ed.
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Ed, do you have any comments? |
MR. COX: Thank you very much. I just wanted to
second what 901113 Chandler said about the job that's been
done by our-Ghairman. Those of you who have been intimately
involvee workings of the Council over the last couple

of years know the complete dedication that Ralph Bailey has

given to this Council, and he has done a superb job. He's
always been there with thoughts, ideas and initiatives, and I
think that he deserves another round of applause. I just
want toc say thank you, Ralph, for a great job.

CHAIRMAN BAILEY: Well, thank you very much.
That's very much appreciated. Well, this brings us to the
end of our formal agenda. Does any Council member or anyone
elée in the room have any other matters they'd like to raise
at this time?

Yes, sir?

SPEAKER FROM THE FLOOR: Excuse me, Ralph, bu£ on
the point you made with regard to education of the public.
If we don't recognize the report was jointly prepared, and
then put the Government in the position of assisting us in
educating the public. 1In that regard, I'd like to suggest it
at this late date, and since there seemed to be a good
consensus and the Secretary is saying he's going to help if
he finds out he's able to do that, that we put a p.s. on the

letter which asks them to be involved in a joint effort to
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) I thlnk the puo s deserv righ having
i r

to\ gtve—ac ublic forum to ask

us, the industry, and the Government what they intend to
do. I think there should be some effort made Jjointly by the
industry and the Government.

CHAIRMAN BAILEY: Well, thank you for those
comments. Obviously, it does no good to produce a report
unless it, in turn, produces action. The education of the
public is a key part of that; even educating the Government,
as has been said in this room this morniné, is a key part of
that. I think we should go as far as we can within our
charter in that direction, and that's something I'm sure Ed
and his group will consider as we go forward. We certainly
consider the request that we put a p.s. on the letter. Thank
you.

Well, there being no further business --

SPEAKER FROM THE FLOOR: Mr. Chairman?

CHAIRMAN BAILEY: Yés, sir?

SPEAKER FROM THE FLOOR: FRED HARTLEY. On that
point of educating the public, I'd like to bring to your
attention an experience that I had where I was a speaker on
the platform at an energy issues forum of the NAM, with the
staff of the Resource Committee, as you know.

I was absolutely amazed to find out the intensity
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and the activity of the manufacturing associations,
especially the big companies. If it happens again to the oil
industry and any efforts on our part to do the things that
we've been talking about this morning, I that that it's going
to behoove us to get the principles of our organization,
those organizations, to see if we can't get them off our
back, because they are determined to keep energy costs down
to an absclute minimum in spite of the fact that we know that
energy costs today are not reflecﬁive of the costs that are
required to maintain the wvital industry.

I must say that it came as a hell of a shock to me
that this was a status exempt, and their property adding
machine is pretty powerful. They certainly will be, unless
we convince them otherwise, unless we confuse them in some
way, they're going to be working against the interests of the
0il industry and the National Petroleum Council.

CHAIRMAN BAILEY: Fred, thank you very much. There
being no further business, I would like to announce that I've
asked Ed Cox and Chuck Shultz to Jjoin me here at the head
table for just a few minutes to respond to questions from
members of the press on this morning's meeting and on the
report.

So, do I have a motion for adjournment?

SPEAKER FROM THE FLOOR: I make the motion.

CHAIRMAN BAILEY: Second?
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